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[H&R BLOCK LETTERHEAD]
4400 Main Street
Kansas City, Missouri 64111
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS

The annual meeting of shareholders of H&R Block, Inc., a Missouri corporation
(the "Company"), will be held in the H&R Block City Stage Theater at Union
Station located at 30 West Pershing (corner of Pershing and Main Street), Kansas

City, Missouri, on Wednesday, September 12, 2001 at 9:00 a.m., Kansas City time
(CDT) . Shareholders attending the meeting are asked to park in The Yards Parking
Lot located on the west side of Union Station. The meeting will be held for the
following purposes:

1. The election of three Class III directors to serve three-year terms
(See page 3);

2. The approval of an amendment to the Company's Articles of
Incorporation to increase the number of authorized shares of Common
Stock, without par value, from 400,000,000 to 500,000,000 (See page
9);

3. The approval of amendments to the 1999 Stock Option Plan for Seasonal
Employees (See page 13);

4. The approval of amendments to the 1989 Stock Option Plan for Outside
Directors (See page 17);

5. The ratification of the appointment of PricewaterhouseCoopers LLP as
the Company's independent accountants for the year ending April 30,
2002 (See page 22); and

6. The transaction of any other business as may properly come before the
meeting or any adjournments thereof.
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The Board of Directors has fixed the close of business on July 10, 2001 as the
record date for determining shareholders of the Company entitled to notice of
and to vote at the meeting.

By Order of the Board of Directors
JAMES H. INGRAHAM
Secretary

Kansas City, Missouri

July 30, 2001

A PROXY FOR THE ANNUAL MEETING IS ENCLOSED. PLEASE DATE AND SIGN THE PROXY AND
RETURN IT PROMPTLY IN THE ENCLOSED POSTAGE-PAID ENVELOPE. IF YOU ARE PRESENT AT
THE MEETING AND DESIRE TO VOTE IN PERSON, THE PROXY WILL NOT BE USED. THEREFORE,
PLEASE RETURN THE SIGNED PROXY EVEN IF YOU PLAN TO ATTEND THE MEETING.

PROXY STATEMENT

The accompanying proxy is solicited by the Board of Directors of H&R Block, Inc.
(the "Company"), 4400 Main Street, Kansas City, Missouri 64111, for use at the
annual meeting of shareholders to be held on September 12, 2001, or at any
adjournment of that meeting, for the purposes set forth in the foregoing notice.
All costs of solicitation will be borne by the Company. In addition to
solicitation by mail, proxies may be solicited personally or by telephone or
telegram by regular employees of the Company's subsidiaries. The Company has
retained Mellon Investor Services LLC to assist in the solicitation of proxies
on behalf of the Board of Directors for a fee of $8,500 plus reimbursement of
reasonable expenses. Further, brokers and other custodians, nominees and
fiduciaries will be requested to forward soliciting material to their principals
and the Company will reimburse them for the expense of doing so.

A shareholder giving a proxy has the power to revoke it at any time before it is
exercised. A proxy may be revoked by filing with the Secretary of the Company a
revoking instrument or a duly executed proxy bearing a later date. The powers of
the proxy holders will be suspended if the person executing the proxy is present
at the meeting and elects to vote in person. Subject to such revocation or
suspension, shares represented by properly executed proxies received by the
Board of Directors will be counted at the meeting and will be voted in
accordance with the shareholder's directions. If the form of proxy is signed and
returned and the shareholder has made no specifications with respect to voting
matters, the shares will be voted in accordance with the recommendations of the
Board of Directors.

QUORUM, VOTING PROCEDURES

A majority of the outstanding shares entitled to vote at the meeting,
represented in person or by proxy, shall constitute a quorum at such meeting.
Shares represented by a proxy that directs that the shares abstain from voting
or that a vote be withheld on a matter shall be deemed to be represented at the
meeting for quorum purposes. Shares represented by proxy as to which no voting
instructions are given as to matters to be voted upon shall be deemed to be
represented at the meeting for quorum purposes. Shareholders are entitled to
vote only those shares owned as of July 10, 2001, the record date for the
meeting. The Board of Directors of the Company declared a two-for-one stock
split effective August 1, 2001 for shareholders of record as of July 10, 2001.
Because the effective date of the split is after the record date of the annual
meeting of shareholders, the number of shares reported on the accompanying proxy
and entitled to be voted at the meeting is the pre-split number and such number
is not adjusted to reflect the August 1, 2001 stock split.

Shareholders do not have cumulative voting rights with respect to the election
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of directors. For Item 2 in the foregoing notice and on the form of proxy, the
affirmative vote of a majority of the shares entitled to vote at the annual
meeting of shareholders is necessary for approval of the amendment to the
Company's Articles of Incorporation to increase the number of authorized shares.
For all other matters to be voted upon at the meeting, the affirmative vote of a
majority of shares present in person or represented by proxy, and entitled to
vote on the matter, is necessary for election or approval. For purposes of
determining the number of shares present in person or represented by proxy on a
voting matter, all votes cast "for," "against," "abstain" or "withhold
authority" are included. "Broker non-votes," which occur when brokers or other
nominees are prohibited from exercising discretionary voting authority for
beneficial owners who have not provided voting instructions, are not counted for
the

purpose of determining the number of shares present in person or represented
by proxy on a voting matter.

OUTSTANDING VOTING SECURITIES AND DATE OF MAILING

At the close of business on July 10, 2001, the Company's outstanding voting
securities consisted of 92,255,281 shares of Common Stock (pre-stock split
figure). The proxy statement and accompanying form of proxy are first being sent
to shareholders on or about July 30, 2001.

ITEM 1 ON FORM OF PROXY
ELECTION OF DIRECTORS

The Company's Articles of Incorporation and Bylaws provide that the number of
directors to constitute the Board of Directors shall not be fewer than nine nor
more than 15, with the exact number to be fixed by a resolution adopted by the
affirmative vote of a majority of the entire Board. Effective October 8, 1999,
the Board fixed the number of directors to constitute the Board of Directors at
ten. The Articles of Incorporation and Bylaws further provide that the Board of
Directors shall be divided into three classes: Class I, Class II and Class III,
with each class to consist, as nearly as possible, of one-third of the members
of the Board. The term of office of one class of directors shall expire at each
annual meeting of shareholders. Directors elected at an annual meeting of
shareholders to succeed those whose terms expire shall be identified as being of
the same class as those directors they succeed and shall be elected for a term
to expire at the third annual meeting of shareholders after their election.

Nominations of persons for election to the Board of Directors may be made at a
meeting of shareholders only (i) by or at the direction of the Board of
Directors or (ii) by any shareholder of the Company entitled to vote for the
election of directors at the meeting who complies with the notice procedures set
forth in the Company's Bylaws.

At the annual meeting of shareholders to be held on September 12, 2001, three
Class III directors will be elected to hold office for three years and until
their successors are elected and shall have qualified. Donna R. Ecton, Louis W.
Smith and Rayford Wilkins, Jr. have been nominated for election as Class III
directors of the Company. The nominees are currently Class III directors of the
Company. The shares voted by the proxies will be voted for the election of all
three nominees unless authority to do so is withheld as provided in the form of
proxy. All nominees have consented to serve if elected, and the Board of
Directors has no reason to believe that any of the nominees will be unable to
accept the office of director. If such contingency should arise, it is the
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intention of the proxies to vote for such person or persons as the Board of
Directors may recommend.

The nominees for election as Class III directors and the current Class I and
Class II directors are listed in alphabetical order by class in the following
table. Thomas M. Bloch, Robert E. Davis and Frank L. Salizzoni serve as Class I
directors with terms scheduled to expire at the annual meeting of shareholders
in 2002. G. Kenneth Baum, Mark A. Ernst, Henry F. Frigon, and Roger W. Hale
serve as Class II directors with terms scheduled to expire at the annual meeting
of shareholders in 2003.

3
5
COMMON STOCK
(AND PERCENT
OF CLASS) SOLE VOTING
NAME, AGE AND PRINCIPAL OCCUPATION OR EMPLOYMENT DIRECTOR BENEFICIALLY AND INVESTMEN
DURING PAST FIVE YEARS SINCE OWNED (1) POWERS
CLASS I DIRECTORS
Thomas M. Bloch (47) 2000 103,056 56
Educator (2) (3) (.11%)
Robert E. Davis (70) 1981 25,099 (5) 25,099
Partner, Axess Corporation, (.03%)
diversified manufacturing (4)
Frank L. Salizzoni (63) 1988 446,709 (5) 438,709
Chairman of the Board of the Company (2) (6) (.48%)
CLASS II DIRECTORS
G. Kenneth Baum (71) 1961 107,800 (5) 107,800
Chairman of the Board, (.12%)
George K. Baum Group, Inc.,
investment company (2)
Mark A. Ernst (43) 1999 173,280 (5) 173,280
President and Chief Executive Officer of the (.19%)
Company (2) (7)
Henry F. Frigon (66) 1992 24,000 (5) 16,000
Chairman of the Board, CARSTAR, Inc., a national (.03%)
collision repair service provider (2) (8)
Roger W. Hale (58) 1991 22,286 (5) 22,286
Retired Chairman and Chief Executive Officer, (.02%)

LG&E Energy Corporation, a diversified energy
services company (2) (9)

CLASS III DIRECTORS
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Donna R. Ecton (54) 1993 14,000 (5)
Chairman, President and Chief Executive Officer, (.02%)
EEI Inc., consultants to investors and

management (10)

COMMON STOCK
(AND PERCENT

OF CLASS)
NAME, AGE AND PRINCIPAL OCCUPATION OR EMPLOYMENT DIRECTOR BENEFICIALLY
DURING PAST FIVE YEARS SINCE OWNED (1)
Louis W. Smith (58) 1998 5,000 (5)
President and Chief Executive Officer, Ewing (.01%)
Marion Kauffman Foundation, a not-for-profit
charitable organization (2) (11)
Rayford Wilkins, Jr. (49) 2000 -0-

President and Chief Executive Officer of Pacific
Bell Telephone Company and Nevada Bell Telephone
Company, telecommunications companies (12)

(1) As of June 1, 2001. For purposes of this disclosure, the Securities and
Exchange Commission has defined "beneficial ownership" to include
securities over which the individual has sole or shared investment or
voting power regardless of the economic incidents of ownership. The shares
reported in the table include shares held by certain family members of the
directors or in trusts or custodianships for such members (directly or
through nominees). The reported shares also include 8,000 shares held by a
charitable foundation of which Mr. Salizzoni is an officer and 8,000 shares
held by a charitable foundation of which Mr. Frigon is director. The
respective directors have disclaimed any beneficial ownership of those
shares held by or for their family members. Mr. Salizzoni has disclaimed
any beneficial ownership of those shares held in the name of the charitable
foundation of which he is an officer. Mr. Frigon has disclaimed any
beneficial ownership of those shares held in the name of the charitable
foundation of which he is director.

(2) With respect to other directorships held by the above persons in any
company with a class of securities registered pursuant to Section 12 of the
Securities Exchange Act of 1934 or subject to the requirements of Section
15(d) of said Act, Mr. Baum is a director of Interstate Bakeries
Corporation; Mr. Bloch is a director of Business Men's Assurance Company of
America; Mr. Ernst is a director of Kansas City Power & Light Co. and
Firstar Bank, N.A., Overland Park; Mr. Frigon is a director of Buckeye
Technologies, Inc., Corporate Wings, Inc., Dimon, Inc., Packaging
Corporation of America, Sypress Solutions, Inc. and Tuesday Morning
Corporation; Mr. Hale is a director of Ashland Inc.; Mr. Salizzoni is a
director of Flight Options, Inc. and Orbital Sciences Corporation; and Mr.
Smith is a director of Western Resources, Inc. and Sprint Corporation.

14,000

SOLE VOTING
AND INVESTMEN
POWERS
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Mr. Bloch has served as an educator, Vice Chairman of University Academy,
Kansas City, Missouri, and President of the Youth Service Alliance of
Greater Kansas City since October 1995. Mr. Bloch is a former President and
Chief Executive Officer of the Company.

Mr. Davis served as a Managing Director of Axess Corporation, Newark,
Delaware, from March 1991 until August 1997.

Includes shares which on June 1, 2001 the specified directors had the right
to purchase as of June 30, 2001 pursuant to options granted in connection
with the Company's stock option plans, as follows: Mr. Baum, 21,000 shares;
Mr. Davis, 21,000 shares; Ms. Ecton, 13,000 shares; Mr. Ernst, 125,000
shares; Mr. Frigon, 15,000 shares; Mr. Hale, 21,000 shares; Mr. Salizzoni,
427,000 shares; and Mr. Smith, 3,000 shares.

Mr. Salizzoni has served as Chairman of the Board of the Company since
September 2000. He served as the Company's Chief Executive Officer from
June 1996 through December 2000. Mr. Salizzoni served as the Company's
President from June 1996 until September 1999. He served as Chairman of the
Board of CompuServe Corporation from October 1996 until January 1998.

Mr. Ernst has served as Chief Executive Officer of the Company since
January 2001 and as President of the Company since September 1999. He
served as Chief Operating Officer of the Company from September 1998
through December 2000 and as Executive Vice President of the Company from
September 1998 until September 1999. He served as Senior Vice President,
Third Party and International Distribution and Senior Vice President,
WorkPlace Financial Services of American Express Company, Minneapolis,
Minnesota, from July 1997 through June 1998 and November 1995 through July
1997, respectively.

Mr. Frigon has served as Chairman of the Board of CARSTAR, Inc., Overland
Park, Kansas, since July 1998. He served as Chief Executive Officer of
CARSTAR, Inc., from July 1998 until February 2001. He served as the interim
Chairman of the Board of CompuServe Corporation, a computer network and
online services company, from June 1996 until October 1996.

Mr. Hale served as Chairman and Chief Executive Officer of LG&E Energy
Corporation, Louisville, Kentucky, from August 1990 until April 2001.

Ms. Ecton has served as the Chairman, President and Chief Executive Officer
of EEI Inc., Paradise Valley, Arizona, since July 1998. Ms. Ecton served as
Chief Operating Officer of PETsMART, Inc., Phoenix, Arizona, from December
1996 until May 1998. She was Chairman of Business Mail Express, Inc.,
Malvern, Pennsylvania, from June 1995 until December 1996, and President
and Chief Executive Officer of such corporation from February 1995 until
December 1996.

Mr. Smith has served as President and Chief Executive Officer of the Ewing
Marion Kauffman Foundation, Kansas City, Missouri, since July 1997. He
served as President and Chief Operating Officer of such Foundation from
July 1995 through June 1997.

Mr. Wilkins has served as President and Chief Executive Officer of Pacific
Bell Telephone Company and Nevada Bell Telephone Company, San Ramon,
California, since September 2000. He served as President of SBC Business
Communications Services, San Antonio, Texas, from October 1999 through
September 7, 2000. He served as President and CEO of Southwestern Bell
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Telephone Co., San Antonio, Texas, from July 1999 until October 1999. Mr.
Wilkins served as President of Business Communications Services, Pacific
Bell Telephone Company, San Ramon, California, from August 1997 until July
1999. He also served as Vice President and General Manager of Southwestern
Bell Telephone Co., Kansas City, Missouri, from August 1993 until August
1997.

DIRECTORS' MEETINGS, COMPENSATION AND COMMITTEES

The Board of Directors held eight meetings during the 2001 fiscal year, and 18
meetings of the standing Board committees were held during such fiscal year
(including two joint committee meetings). Each of the incumbent directors
attended at least 75% of the aggregate of (1) the total number of meetings of
the Board held during the time in which he or she served as a director in such
year and (2) the total number of meetings of the Board committees on which he or
she served that were held during the time in which he or she served on such
committees in such year.

Directors, excluding those who are employed by the Company or its subsidiaries,
receive an annual director's fee of $28,000 ($30,000 effective September 1,
2001), meeting fees of $1,700 for each Board meeting attended, committee
chairman fees of $1,500 for each committee meeting that they chair, and meeting
fees of $1,100 for each committee meeting attended in a capacity other than as a
chairman.

In accordance with the provisions of the H&R Block Deferred Compensation Plan
for Directors, as amended, eligible non-employee directors may defer their
retainers and/or meeting fees. Deferrals are placed in an account maintained by
the Company for each director and such deferrals are fully vested at all times.
Gains or losses are posted to each account in accordance with the participant's
selection among fixed rate, variable rate and Company Common Stock investment
alternatives. Payment of benefits occurs in cash upon termination of the
participant's services as a director, upon his or her death or, if he or she
first became eligible to participate in the Plan at age 68 or older, upon
attainment of age 75. The account balance is generally paid out in approximately
equal monthly installments over a 10-year period after the occurrence of the
event which results in the benefit distribution.

Pursuant to the H&R Block Stock Plan for Non-Employee Directors, eligible
non-employee directors have the opportunity to receive payment of their
retainers and/or meeting fees on a deferred basis in shares of Common Stock of
the Company. The retainers and/or fees are initially paid in the form of stock
units. The stock units in the directors' accounts are fully vested at all times.
Payment of the stock units must be deferred at least one year and the director
shall select the date of payment, which may be upon termination of service as a
director. The maximum number of shares of Common Stock that may be issued under
the Stock Plan is currently 300,000 shares.

The 1989 Stock Option Plan for Outside Directors, as amended, provides for the
grant of stock options to directors of the Company who are not employees of the
Company or any of its subsidiaries. The Plan specifies that nonqualified stock
options are to be automatically granted to outside directors of the Company
serving as such on June 30 of each year in which the Plan is in effect. Each
stock option granted to an outside director of the Company pursuant to the Plan
is for 3,000 shares of the Company's Common Stock, without par value, and the
purchase price per share is equal to the last reported sale price for the Common
Stock on the New York Stock Exchange on the date of grant. The maximum number of
shares of Common Stock as to which options may be granted under the Plan is
300,000. The Board has approved, subject to shareholder approval, amendments to
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the Plan that extend the Plan for three years, increase by 200,000 shares the
maximum number of shares as to which options may be granted under the Plan, and
increase from 3,000 to 4,000 the specified number of shares subject to each
annual stock option grant. If shareholder approval is

obtained, the increased grant will be effective June 30, 2002. See "ITEM 4 ON
FORM OF PROXY Approval of Amendments to 1989 Stock Option Plan for Outside
Directors," below.

Options for 3,000 shares each, with an option price of $32.375 per share, were
granted to Ms. Ecton and Messrs. Baum, Davis, Frigon, Hale, Smith and to Morton
I. Sosland on June 30, 2000. Mr. Sosland retired from the Board effective
September 13, 2000. Subject to certain exceptions, the outstanding stock options
may not be exercised until at least one year after the date of grant, and then
may be exercised only in increments in any one year of up to one-third of the
aggregate number of shares subject to the option. Vesting is accelerated in the
event of death, retirement or removal as a director without cause. All
outstanding options expire ten years after the date of grant.

The Company also offers to its non-employee directors free income tax return
preparation services by H&R Block Premium and free business travel insurance in
connection with Company-related travel.

The standing committees of the Board include the Executive Committee, the Audit
Committee, the Compensation Committee, the Finance Committee, the Governance and
Nominating Committee (formerly the Nominating Committee) and the Strategy and
Development Committee. Mark A. Ernst and Frank L. Salizzoni, are currently
nonvoting ex officio members of the Finance Committee and the Strategy and
Development Committee.

The Executive Committee, whose members are Messrs. Salizzoni (Chairman), Baum,
Bloch, Ernst, Frigon and Smith, held no meetings during fiscal year 2001. The
primary function of the Executive Committee is to control and manage, between
meetings of the Board, the property and business of the Company in all matters
in which exclusive authority has not been given to the entire Board of Directors
or in which specific direction has not been given by the Board.

The Audit Committee, whose members are Ms. Ecton (Chairman) and Messrs. Davis,
Hale and Smith, held seven meetings during the 2001 fiscal year. The functions
of the Committee include, among other things, reviewing the Company's risk
management process and adherence to significant internal controls; reviewing and
approving the services and fees of the Company's independent accountants,
including any non-audit services provided by them; making recommendations to the
Board of Directors with respect to the employment, retention or replacement of
such accountants, as well as monitoring the independence of such accountants;
reviewing the scope of the annual audit; reviewing and discussing with
management and the independent accountants the audited financial statements and
accounting principles; reviewing and approving the Company's internal audit plan
and the appointment and replacement of the Director of Internal Audit; and
assisting the Board of Directors in fulfilling its oversight responsibilities
with respect to the Company's financial reporting process and related matters.

The Compensation Committee, whose members are Mr. Smith (Chairman), Ms. Ecton
and Messrs. Davis and Hale, held four meetings during fiscal year 2001. The
functions of the Committee primarily include reviewing the compensation of the
executive officers of the Company and its subsidiaries, recommending to the
Board of Directors the salaries and any bonus or cash incentive plans for such
executive officers, and administering the Company's long-term incentive
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compensation plans. See the Compensation Committee Report on Executive
Compensation under "COMPENSATION OF EXECUTIVE OFFICERS," below.

10

The Finance Committee, whose members are Messrs. Baum (Chairman), Bloch, Frigon
and Wilkins, held four meetings during the 2001 fiscal year, two of which were
joint meetings with the Strategy and Development Committee. The primary duty of
the Finance Committee is to provide advice to management and the Board of
Directors concerning the financial structure of the Company, the funding of the
operations of the Company and its subsidiaries, and the investment of Company
funds.

The Governance and Nominating Committee, whose members are Mr. Hale (Chairman),
Ms. Ecton and Messrs. Davis and Wilkins, held one meeting during the 2001 fiscal
year. The Governance and Nominating Committee, formerly the Nominating
Committee, is responsible for corporate governance matters, the initiation of
nominations for election as a director of the Company, the evaluation of the
performance of the Board of Directors, and the determination of compensation of
outside directors of the Company.

The Strategy and Development Committee, whose members are Messrs. Frigon
(Chairman), Baum, Bloch and Wilkins, held two meetings during the 2001 fiscal
year, both of which were joint meetings with the Finance Committee. The
functions of the Strategy and Development Committee include, among other things,
determining appropriate areas of business development and expansion for the
Company, developing acquisition and divestiture strategies and recommending to
the Board of Directors the acquisition and/or divestiture of those businesses
which in the Committee's judgment would best serve the interests of the Company.

ITEM 2 ON FORM OF PROXY

AMENDMENT TO ARTICLES OF INCORPORATION TO INCREASE THE NUMBER OF AUTHORIZED
SHARES OF COMMON STOCK

DESCRIPTION OF THE PROPOSED AMENDMENT

The Board of Directors has determined that it is advisable to amend the Amended

and Restated Articles of Incorporation of the Company (the "Articles"). On June
20, 2001, the Company's Board of Directors approved an amendment to the Articles
(the "Amendment") to increase the number of shares of Common Stock, without par

value, authorized for issuance from 400,000,000 to 500,000,000. On the same day,
the Board declared a 100% distribution of the Company's Common Stock
(two—-for-one stock split) effective August 1, 2001, to shareholders of record at
the close of business on July 10, 2001. The current number of shares of Common
Stock authorized for issuance is sufficient to effect the stock split. However,
the Board believes that an increase in the number of authorized shares is in the
best interests of the Company and its shareholders so that, following the split,
the Company maintains a reserve of authorized but unissued shares comparable to
that maintained prior to the split. Such reserve of shares may be used for the
purposes described below.

The Board has directed that the Amendment be submitted to the shareholders for
their consideration.
11

REASONS FOR THE PROPOSED AMENDMENT

10
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The number of authorized shares of Common Stock of the Company has remained at
400,000,000 since 1996. Of the 400,000,000 currently authorized shares of Common
Stock, as of July 10, 2001, 92,255,281 were outstanding, 16,717,418 were held as
treasury shares and 23,816,709 shares were reserved for issuance under various
stock option plans and other stock-related incentive plans. The number of
authorized shares of Common Stock remaining available for issuance following the
two-for-one stock split on August 1, 2001 will be reduced by more than
100,000,000 shares because of the 100% distribution effected that day.

Although the Company has no specific plans to use the additional authorized
shares of Common Stock, the Company's Board of Directors believes that it is
prudent to increase the number of authorized shares of Common Stock to the
proposed level in order to provide flexibility with respect to other matters
such as shareholder rights plans, financings, corporate mergers, acquisitions of
property, establishing strategic relationships with corporate partners, employee
benefit plans and other general corporate purposes. The Amendment will also
provide a reserve of shares available for issuance in connection with possible
stock splits or stock dividends should the Board of Directors determined that it
would be desirable to facilitate a broader base of shareholders. Currently there
are no plans, agreements or arrangements in place requiring the utilization of
these additional shares for future stock dividends or splits, financing and
acquisition transactions, employee benefit plans or other general corporate
purposes. However, having such additional authorized Common Stock available for
issuance in the future would allow the Board of Directors to issue shares of
Common Stock without the delay and expense associated with seeking shareholder
approval at a special shareholders' meeting. Elimination of such delays and
expense occasioned by the necessity of obtaining shareholder approval will
better enable the Company, among other things, to take advantage of changing
market and financial conditions.

The additional Common Stock to be authorized by adoption of the Amendment would
have rights identical to the currently outstanding Common Stock of the Company.
Adoption of the proposed Amendment and issuance of the Common Stock would not
affect the rights of the holders of currently outstanding Common Stock of the
Company, except for effects incidental to increasing the number of shares of the
Company's Common Stock outstanding. Any future issuance of Common Stock will be
subject to the rights of holders of any outstanding shares of any Preferred
Stock which the Company may issue in the future.

POSSIBLE EFFECTS OF THE AMENDMENT

If the proposed Amendment is approved, the Board of Directors may cause the
issuance of additional shares of Common Stock without further vote of the
shareholders of the Company, except as may be required by applicable laws or
under the rules of any national securities exchange on which shares of Common
Stock of the Company are then listed. Current holders of Common Stock have no
preemptive or like rights, which means that current shareholders do not have a
prior right to purchase any new issue of stock of the Company in order to
maintain their proportionate ownership thereof. The effects of the authorization
of additional shares of Common Stock may also include dilution of the voting
power of currently

10
12

outstanding shares and reduction of the portion of dividends and ligquidation
proceeds available to the holders of currently outstanding stock.

In addition, the Board of Directors could use authorized but unissued shares to

create impediments to a takeover or a transfer of control of the Company. For
example, the proposed increase in authorized shares would provide a sufficient

11
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number of shares of Common Stock for the Company to exchange Common Stock for
rights under the Rights Plan (described below), or provide a substantial base of
shares of Common Stock to enable holders of rights to purchase such Common Stock
under such plan upon the exercise of rights. Accordingly, the increase in the
number of authorized shares of Common Stock may deter a future takeover attempt
which holders of Common Stock may deem to be in their best interest or in which
holders of Common Stock may be offered a premium for their shares over the
market price.

The Board of Directors is not currently aware of any attempt to takeover or
acquire the Company. While it may be deemed to have potential anti-takeover
effects, the proposed Amendment to increase the authorized Common Stock is not
prompted by any specific effort or takeover threat currently perceived by
management. Moreover, management does not currently intend to propose additional
anti-takeover measures in the foreseeable future.

CORPORATE ACTION REGARDING TAKEOVER ATTEMPTS

The Rights Plan is intended to deter coercive or unfair takeover tactics and to
prevent a potential acquiror from gaining control of the Company without
offering a fair price to all of the Company's stockholders. The plan provides a
strong incentive for anyone interested in acquiring the Company to negotiate
directly with the Board of Directors. Under the Rights Plan adopted in July
1998, a dividend of one right (a "Right") per share was declared and paid on
each share of the Company's Common Stock outstanding on July 25, 1998. Rights
automatically attach to shares issued after such date.

Under the Rights Plan, a Right becomes exercisable when a person or group of
persons acquires beneficial ownership of 15% or more of the outstanding shares
of the Company's Common Stock without the prior written approval of the
Company's Board of Directors (an "Unapproved Stock Acquisition™), and at the
close of business on the tenth business day following the commencement of, or
the public announcement of an intent to commence, a tender offer that would
result in an Unapproved Stock Acquisition. The Company may, prior to any
Unapproved Stock Acquisition, amend the plan to lower such 15% threshold to not
less than the greater of (1) any percentage greater than the largest percentage
of beneficial ownership by any person or group of persons then known by the
Company, or (2) 10% (in which case the acquisition of such lower percentage of
beneficial ownership then constitutes an Unapproved Stock Acquisition and the
Rights become exercisable). When exercisable, the registered holder of each
Right may purchase from the Company one one-hundredth of a share of a class of
the Company's Participating Preferred Stock, without par value (one
two-hundredths of a share following the August 1, 2001 stock split), at a price
of $215.00 ($107.50 post-split), subject to adjustment. The registered holder of
each Right then also has the right (the "Subscription Right") to purchase for
the exercise price of the Right, in lieu of shares of Participating Preferred
Stock, a number of shares of the Company's Common Stock having a market value
equal to twice the exercise price of the Right. Following an Unapproved Stock
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Acquisition, if the Company is involved in a merger, or 50% or more of the
Company's assets or earning power are sold, the registered holder of each Right
has the right (the "Merger Right") to purchase for the exercise price of the
Right a number of shares of the common stock of the surviving or purchasing
company having a market value equal to twice the exercise price of the Right.

After an Unapproved Stock Acquisition, but before any person or group of persons

acquires 50% or more of the outstanding shares of the Company's Common Stock,
the Board of Directors may exchange all or part of the then outstanding and
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exercisable Rights for Common Stock at an exchange ratio of one share of Common
Stock per Right (the "Exchange"). Upon any such Exchange, the right of any
holder to exercise a Right terminates. Upon the occurrence of any event giving
rise to the exercisability of the Subscription Right or the Merger Right or the
ability of the Board of Directors to effect the Exchange, the Rights held by the
acquiring person or group under the new plan will become void as they relate to
the Subscription Right, the Merger Right or the Exchange.

The Company may redeem the Rights under the Rights Plan at a price of $.00125
per Right ($.000625 per Right post-split) at any time prior to the earlier of
(1) an Unapproved Stock Acquisition or (ii) the expiration of the rights. The
Rights under the plan will expire on March 25, 2008, unless extended by the
Board of Directors. Until a Right is exercised, the holder thereof, as such,
will have no rights as a stockholder of the Company, including the right to vote
or receive dividends. Issuance of the Rights alone has no dilutive effect and
does not affect reported net earnings per share.

The Company's Articles of Incorporation also contain provisions designed to
apply in the event of takeover attempts. The general purpose of such provisions
is to ameliorate the time constraints and pressure tactics often associated with
takeover attempts and to encourage potential takeover bidders to seek approval
of the Board prior to attempting a takeover. Certain business transactions
between the Company and a person or entity owning more than 15% of the Company's
outstanding voting stock require approval of the holders of 80% of the Company's
outstanding voting stock. Such business transactions include (a) a merger or
consolidation involving the Company or any of its subsidiary corporations; (b)
the sale or exchange of more than 20% of the assets of the Company or 20% of the
assets of any of its subsidiary corporations; (c) the issuance, transfer or
other disposition of any securities of the Company or any of its subsidiary
corporations; (d) any recapitalization or reclassification of securities of the
Company; and (e) any liquidation, spin-off or other dissolution of the Company.
Approval by 80% of the shareholders is not necessary when certain procedural and
price safeguards designed to protect all of the Company's shareholders are
observed or when the business transaction receives the approval of two-thirds of
the directors. The Articles authorize the issuance of up to 6,000,000 shares of
Preferred Stock on such terms as may be determined by the Board. The Articles
provide for a classified board of directors in order to extend the time
necessary to elect a majority of the Board. The entire Board may not be removed
except by the affirmative vote of 80% of each class of stock of the Company
entitled to elect directors. Shareholders' meetings may be called only by the
holders of at least 80% of the stock of the Company, a majority of the Board of
Directors, the Chairman of the Board or the President. The foregoing Article
provisions may not be amended or repealed except upon the approval of 80% of the
stock of the Company, unless at least 80% of the members of the Board recommend
such a change.
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The affirmative vote of the holders of a majority of the Company's outstanding
shares of Common Stock is required to approve this proposal.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE "FOR" THE PROPOSAL TO AMEND ARTICLE
THREE OF THE COMPANY'S ARTICLES OF INCORPORATION TO INCREASE THE NUMBER OF
AUTHORIZED SHARES OF COMMON STOCK FROM 400,000,000 TO 500,000,000 SHARES, AND
PROXIES SOLICITED BY THE BOARD WILL BE SO VOTED IN THE ABSENCE OF INSTRUCTIONS
TO THE CONTRARY.

ITEM 3 ON FORM OF PROXY

APPROVAL OF AMENDMENTS TO THE 1999 STOCK OPTION PLAN FOR SEASONAL EMPLOYEES

13
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INTRODUCTION

The Company has since 1969 offered a stock option program to the seasonal
employees of its income tax services business. The Board of Directors adopted
the 1999 Stock Option Plan for Seasonal Employees (the "Seasonal Plan") on March
24, 1999 and the shareholders of the Company subsequently approved the Seasonal
Plan at the 1999 annual meeting. Under the Seasonal Plan, options are
automatically awarded to eligible seasonal employees on June 30 of each year.

The Seasonal Plan expires on December 31, 2002, but there is an insufficient
number of shares of Common Stock authorized under the Plan to permit the grant
of options after June 30, 2001. The Seasonal Plan specifies that the aggregate
number of shares of Common Stock for which options may be granted shall not
exceed 6,000,000 shares. With grants of options for almost 3,000,000 shares in
1999 and 2,260,000 shares in 2000, as of April 30, 2001, only 2,524,473 shares
for grants were reserved and available on June 30, 2001 and June 30, 2002. The
Board believes that there is an insufficient number of shares of Common Stock
authorized under the Seasonal Plan to permit the grant of options through the
current termination date of December 31, 2002. Accordingly, the Board has
approved amendments to the Seasonal Plan, subject to approval of the
shareholders of the Company to, (i) extend the Seasonal Plan for an additional
two years, until December 31, 2004, and (ii) to increase the number of
authorized shares thereunder by 8,000,000 shares (from 6,000,000 to 14,000,000
pre-split and from 12,000,000 to 20,000,000 post-split). The effect of the stock
split on the shares subject to outstanding options under the Seasonal Plan is
discussed below under the heading "Anti-Dilution Protection.”

The Seasonal Plan is intended to reward performance, encourage retention and
instill loyalty in the seasonal tax associates who are vital to this segment of
the Company's business. The Board believes that a substantial majority of
seasonal associates perceive a seasonal stock option plan as a valuable benefit,
that such a plan has in fact proven to be a valuable tool in retaining seasonal
associates, and that it is important to continue this incentive. The Board
believes that it is in the best interests of the Company to adopt the proposed
amendments to
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(a) extend the Seasonal Plan for two years, such that it will terminate, unless
further extended, on December 31, 2004, and (b) increase the maximum number of
shares issuable under the Seasonal Plan by 8,000,000 shares.

The Seasonal Plan, as amended, is described more fully below and is set forth as
Appendix A to the proxy statement.

MATERIAL FEATURES OF THE SEASONAL PLAN

The material features of the Seasonal Plan, as amended, are summarized below.
The summary is qualified in its entirety by reference to the specific provisions
of the Seasonal Plan, as amended, the full text of which is set forth as
Appendix A to this proxy statement.

PARTICIPATION IN AND AWARDS UNDER THE SEASONAL PLAN. Options to purchase the
Company's Common Stock are granted under the Seasonal Plan to "Eligible Seasonal
Employees" of the direct and indirect, majority-owned subsidiaries of H&R Block
Services, Inc., an indirect, wholly-owned subsidiary of the Company. Such
subsidiaries are collectively referred to herein as "Tax Services." Eligible
Seasonal Employees are employees of Tax Services hired to perform jobs
designated as seasonal jobs for limited periods of time during each year. Such
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employees must have adhered to the working hours agreed upon during the year. At
the peak of the 2000 tax season, the Company employed approximately 106, 668
Eligible Seasonal Employees. Officers and directors of H&R Block Services, Inc.,
Tax Services and the Company may not receive grants pursuant to the Seasonal
Plan.

On June 30 of each year that the Seasonal Plan is in effect, each Eligible
Seasonal Employee who was employed by Tax Services either on the immediately
preceding April 15 (or the next business day if it falls on a Saturday, Sunday
or holiday) or for at least 100 working days during the 12-month period
preceding such June 30 will receive an option to purchase shares of Common Stock
of the Company as follows:

(1) Each option granted on June 30, 1999 was for one share of Common Stock
for each $100 of compensation earned during the preceding 12 months,
provided that such compensation was $500 or more;

(2) Each option granted on June 30 of each year that the Seasonal Plan is
in effect after 1999 to a participant who was granted an option on
June 30, 1999, is for one share of Common Stock for each $100 of
compensation earned during the preceding 12 months, provided that such
compensation is $4,000 or more; and

(3) Each option granted on June 30 of each year that the Seasonal Plan is
in effect after 1999 to a participant who was not granted an option on
June 30, 1999, is for one share of Common Stock for each $200 of
compensation earned during the preceding 12 months, provided that such
compensation is $4,000 or more.
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If the Eligible Seasonal Employee does not earn the specified minimum
compensation ($500 or $4,000, as the case may be), no option will be awarded. In
all cases, the maximum annual grant is an option to purchase 100 shares of
Common Stock.

The purchase price per share of Common Stock under each stock option is equal to
the last reported sales price for the Common Stock on the New York Stock
Exchange on the date of the grant. If the date of grant falls on a non-business
day, then the stock option price will be equal to the last reported sales price
on the next preceding business day on which the stock is quoted. Each option is
exercisable only between the dates of September 1 through November 30 of either
of the two calendar years immediately following the calendar year in which the
option is granted, and then only if the optionee is an Eligible Seasonal
Employee or a full-time employee of the Company or any of its subsidiaries, and
if the compensation earned during the year of exercise is at least 50% of that
earned during the year of the grant. An option may be exercised for less than
the total number of shares covered thereby and, upon any exercise as to less
than all shares covered by an option, the option terminates as to the balance of
such shares.

ADMINISTRATION OF THE SEASONAL PLAN. The Seasonal Plan is administered by the
Compensation Committee of the Company's Board of Directors. The Compensation
Committee has the full power and authority to administer the Seasonal Plan, to
interpret the provisions of the Seasonal Plan and to adopt rules and regulations
for carrying out the Seasonal Plan and written policies for implementation of
the Seasonal Plan. A majority of the Compensation Committee members constitutes
a quorum and the acts of a majority of the members present at any meeting at
which a quorum is present, or acts approved in writing by all members of the
Committee, are valid acts of the Compensation Committee.
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OPTIONS GRANTED OR TO BE GRANTED UNDER THE SEASONAL PLAN. The following table
reports the options granted on June 30, 1999, June 30, 2000 and June 30, 2001
under the Seasonal Plan:

Shares Subject Number of
Date of Grant to Options Optionees Option Price
June 30, 1999 2,959,326 78,586 $50.00
June 30, 2000 2,256,952 31,466 $32.375
June 30, 2001 2,402,367 38,908 $64.55

Stock options will automatically be awarded under the Seasonal Plan on June 30,
2002 to Eligible Seasonal Employees in accordance with the criteria set forth
above under "Participation in and Awards under the Seasonal Plan." It is not
possible to state the number of options to be granted to any person or group or
the number of shares to be subject to any such options. No options under the
Seasonal Plan have been granted or will be granted to any executive officer,
director or nominee for director of the Company. On July 10, 2001, the last
reported sales price of the Company's Common Stock on the New York Stock
Exchange was $65.93 per share.

SHARES OF COMMON STOCK ISSUABLE UNDER THE SEASONAL PLAN. The aggregate number of
shares of Common Stock that may be issued under the Seasonal Plan may not exceed
6,000,000 shares, provided that such aggregate number may be adjusted for any
stock split,
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stock dividend, recapitalization or similar transaction. Shares subject to
options that expire or otherwise terminate unexercised may again be optioned by
the Company during the life of the Seasonal Plan. If the amendments to the
Seasonal Plan are adopted, the number of shares that may be issued thereunder
will increase to 14,000,000 shares prior to the August 1, 2001 stock split and
20,000,000 shares after such stock split.

NON-ALIENATION. Stock options granted pursuant to the Seasonal Plan are not
assignable or transferable by the recipient, and terminate upon the recipient's
death.

ANTI-DILUTION PROTECTION. In the event a merger, consolidation, reorganization,
recapitalization, stock dividend, stock split, or other change in the corporate
structure or capitalization affecting the Company's capital stock shall occur,
an appropriate adjustment shall be made in (a) the number of shares of stock
available for options under the Seasonal Plan and subject to outstanding
options, (b) the purchase price per share for each outstanding option, and (c)
the method of participation as outlined under "Participation in and Awards under
the Seasonal Plan," provided that no adjustment shall be made to the methods of
participation in the event of a stock dividend or stock split. Any adjustment to
the Seasonal Plan shall be made by the Board of Directors and, when so made,
shall be effective and binding for all purposes of the Seasonal Plan and of all
options then outstanding.

In the implementation of the provisions of the Seasonal Plan set forth in the
immediately preceding paragraph, the Board of Directors of the Company has
approved the following adjustments in connection with the two-for-one split
effective August 1, 2001: (a) the number of shares subject to outstanding
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options will double and the option price will be halved, and (b) the current
number of authorized shares will increase from 6,000,000 to 12,000,000. The
8,000,000 increase in authorized shares that is the subject of the proposed
amendments to the Seasonal Plan will not be affected as a result of the stock
split. The method of participation, as described above under "Participation in
and Awards under the Seasonal Plan," is not affected by the August 1, 2001 stock
split.

TERMINATION OR AMENDMENT OF THE SEASONAL PLAN. The Board of Directors of the
Company has the right to amend, modify, supplement, suspend or terminate the
Seasonal Plan, provided that no amendment, supplement, modification, suspension
or termination in any manner affects any stock options theretofore granted
thereunder without the consent of the recipient thereof. The Seasonal Plan may
not be amended to (i) increase the aggregate number of shares of Common Stock
that may be issued (unless such increase is a result of a change in the capital
structure of the Company), (ii) materially modify the requirements as to
eligibility for participation in the Seasonal Plan, or (iii) materially increase
the benefits accruing to participants under the Seasonal Plan. Unless the
amendments are approved, the Seasonal Plan will terminate on December 31, 2002,
if not terminated earlier by the Board of Directors.

FEDERAL INCOME TAX CONSEQUENCES. Federal income tax consequences of the Seasonal
Plan and the options granted thereunder are as described below. The following
information is not a definitive explanation of the tax consequences of the
options. Recipients should consult their own tax advisors with respect to the
tax consequences inherent in the ownership and/or exercise of the options, and
the ownership and disposition of the underlying securities.
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The recipient of a stock option under the Seasonal Plan is not deemed to have
received any income at the time the option is granted; however, the recipient
will recognize taxable ordinary income in the year any part of the option is
exercised in an amount equal to the excess of the fair market value of the
shares on the exercise date over the option price of the shares. The Company
generally will be entitled to a deduction for purposes of determining its
corporate income tax obligations in an amount equal to the total amount of
ordinary income recognized by the optionee. Upon disposition of the shares by
the seasonal employee, the optionee will recognize long-term or short-term
capital gain or loss, as the case may be, equal to the difference between the
amount realized on such disposition and the basis for such shares, which basis
includes the amount previously recognized by the optionee as ordinary income.

EFFECTIVE DATE. The amendments shall become effective immediately upon the date
of their approval by the shareholders. If the amendments are not approved, there
may not be enough authorized shares to grant options to seasonal employees
through the date of termination of the Seasonal Plan on December 31, 2002.

VOTE REQUIRED. The affirmative vote of the holders of a majority of the shares
of Common Stock represented and entitled to vote on this proposal at the annual
meeting of shareholders will constitute approval of the Seasonal Plan.

RECOMMENDATION OF THE BOARD OF DIRECTORS "FOR" THIS PROPOSAL.

THE BOARD OF DIRECTORS RECOMMENDS APPROVAL OF THE AMENDMENTS TO THE 1999 STOCK
OPTION PLAN FOR SEASONAL EMPLOYEES, AND PROXIES SOLICITED BY THE BOARD WILL BE
SO VOTED IN THE ABSENCE OF INSTRUCTIONS TO THE CONTRARY.

ITEM 4 ON FORM OF PROXY

APPROVAL OF AMENDMENTS TO THE 1989 STOCK OPTION PLAN FOR OUTSIDE DIRECTORS
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INTRODUCTION

The 1989 Stock Option Plan for Outside Directors was adopted by the Board of
Directors of the Company on December 6, 1989 and was amended by the Board and
the shareholders in 1991 and 1998 (the Plan, as amended, shall be referred to as
the "Stock Option Plan"). Unless extended, the Stock Option Plan will terminate
on December 5, 2001, except as to the stock options then outstanding. The Board
believes that the Stock Option Plan has been effective in attracting and
retaining experienced and qualified Outside Directors (generally, those
directors who are not employed by the Company or any of its subsidiaries) and in
securing for the Company and its shareholders the benefits of stock ownership in
the Company by those directors. The Board also believes that the continued
services of qualified Outside Directors are essential to the sustained growth
and progress of the Company and its subsidiaries, and that the options granted
pursuant to the Stock Option Plan provide additional incentive for the Outside
Directors to promote the Company's success.
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Under the Stock Option Plan, annual grants of stock options to directors of the
Company are prescribed by the terms of the Plan. Since the approval of the 1998
amendments to the Stock Option Plan, the number of shares subject to each
prescribed annual stock option grant has not increased. The Board believes it is
important to increase such number of shares to stay competitive with similar
plans offered by other companies. Moreover, after the automatic stock option
grants to Outside Directors on June 30, 2001, only 17,000 authorized shares will
be available for stock option grants under the Stock Option Plan. With eight
Outside Directors each receiving a grant of 3,000 shares each year (4,000 if the
amendment is adopted by the shareholders), there is an insufficient number of
shares of Common Stock authorized under the Stock Option Plan to permit the
grant of options after June 30, 2001. Currently, the aggregate number of shares
of Common Stock for which options may be granted shall not exceed 300,000
shares. After the August 1, 2001 two-for-one split, this number will be doubled
to 600,000 (covering all shares issued and to be issued under the Stock Option
Plan). In order to ensure that there are sufficient shares reserved for options
during the three-year extension period, and to cover the modification to the
annual grants, the Board recommends a 200,000 share increase (from 300,000 to
500,00 pre-split and 600,000 to 800,000 post-split) in the total number of
shares issuable under the Stock Option Plan.

The Board believes that it is in the Company's best interest to adopt the
proposed amendments to (a) extend the Stock Option Plan for three years, such
that it will terminate, unless further extended, on December 5, 2004, (b)
increase from 3,000 to 4,000 the number of shares of Common Stock of the Company
subject to a stock option automatically granted to each Outside Director on an
annual basis, and (c) increase the maximum number of shares issuable under the
Stock Option Plan to 500,000 (800,000 after the two-for-one stock split
effective August 1, 2001).

MATERIAL FEATURES OF THE STOCK OPTION PLAN

The material features of the Stock Option Plan are summarized below. The summary
is qualified in its entirety by reference to the specific provisions of the
Stock Option Plan, the full text of which (as proposed to be amended) is set
forth as Appendix B to this proxy statement.

PARTICIPATION IN THE STOCK OPTION PLAN. All Outside Directors of the Company and
its subsidiaries are eligible to participate in the Stock Option Plan. As such,
Ms. Ecton and Messrs. Baum, Bloch, Davis, Frigon, Hale, Smith, and Wilkins, as
Outside Directors, each